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Executive Summary

Toward fiscal sustainability and long-term economic growth:
what are the challenges ahead?

It is anticipated that, in the next decade, the major driving force behind the global
economy would come from the Asian region. After the global financial crisis, Asian
economies show strong recovery and economic dynamism. Capital inflows for
investment and economic competition in Asia are expected to increase. ‘These could
create opportunities for the region’s economy and risks that volatile capital flows can be
destabilizing forces for the economic stability. Thailand must prepare itself to ensure
long-term economic growth in order to meet the changing economic environment and
remain competitive, as well as to address the structural issues that may create economic
constraints in the future.

The new challenge of fiscal policy in the next decade is how to manage
fiscal policy to support the Thai economy for long-term growth given that the two major
roles of fiscal policy should be as follows:

1) Infrastructure development which will be crucial for Thailand in the next 10
years. Numerous studies have concluded that future investment still has to be initiated
by the public sector. Having a good infrastructure system would help reduce the cost of
doing business for the private sector and generate a ’crowding-in” effect for private
investment that would be critical for long-term growth for Thailand.

2) Creating opportunities for income generation to meet the challenges of higher
international competition and increasing domestic demand in the future. This must
depend on social welfare spending on education and public health. Social welfare
programs should aim to enhance the productive capacity of Thai workers as well as to
mitigate the income inequality that may arise from changing domestic and external
economic environment. Social welfare policy is more than just adequate budget
provision for the social sector, but the efficiency and targeted spending must also be
emphasized.

From the research’s fiscal projection, Thailand’s public debt to GDP may
increase in some years to above 60 percent of GDP under the baseline scenario due to
structural problems in the fiscal sector that continue to be the problem since the past.
This may lead to constraints in fiscal policy and implementation in the future and affect
capacity to absorb unexpected shocks arising from the volatile global economy. Under
this study, it is found that economic growth below the baseline scenario by 1.0 percent
would lead to a sustained increase in public debt to GDP. In order to restore the level of
public debt to GDP to 60 percent in the future, revenue increase or expenditure
reduction must be achieved on average by 2.2 percent of GDP per year.

For the infrastructure investment, it is found that comparing Thailand’s
infrastructure with the average level within the Asia-Pacific group, the country still needs
significant investment in electricity, road, railway, mass transit, land-line and cellular
telecommunication networks, internet network totaling about 3.5 percent of GDP per
annum. There are 2 approaches which can be undertaken: (1) investment by government
and state-owned enterprises or (2) public-private partnership (PPP).

For social welfare spending, from the assessment in this study as well as
previous studies, it is found that the level of expenditure on social welfare in Thailand is



not much different from other countries in the Asia-Pacific region, but the issue lies with
the efficiency and targeting of social spending. However, one notable exception is public
health sector which is widely accessible.

On fiscal consolidation front, it is found that room for public expenditure
reduction is quite limited given the large current expenditure with significant obligation
as well as an increasing trend of social welfare spending in line with the aging population.
This study examines increasing fiscal revenue with tax reform which indicates that tax

reform as highlighted by the study can potentially increase revenue by 2.8 percent of
GDP.

Although Thailand’s public debt to GDP may not be a major issue at present,
the capacity of the fiscal sector to absorb unexpected economic shocks should be
carefully examined going forward. This study has made specific policy recommendations
for fiscal policy for the next decade as follows: (1) increase investment in infrastructure
by 3.5 percent of GDP per year with greater support and implementation through
public-private partnership initiatives (2) social welfare spending should be more efficient
and better targeted to reduce social inequality without a need for increasing social welfare
expenditures and (3) reform of tax policy. All of these recommendations should soon be
implemented as further delay would create more burden for the future generations.
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° Expanding Taxable Capacity and Reading Revenue Potential, World Bank, March., 2008
® Predicted Tax = f (GDP, Population growth, Agricultural Value added, Trade openness, Corruption index)
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¢ Effective tax rate= VAT revenue/ Total consumption

° VAT C-efficiency = VAT revenue/ VAT rate* total consumption
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sanuldmoludifey Sududasdadmauanuddguaznuassimu vinnaignues
a9nn 10 1 azfaduwiaduasnuilszanadasas 5.5 209 GDP dall

@139 27 WERAINUNAsIMINafisufuAINawsangulseinaiBu-uldin (Asia-Pacific)

Tne* ANAV DY a‘i"m'mﬁmammﬁ

ng Asia- ABINT

Pacific* (R190N)
Wit Alasad/salusnm) 2,055.5 4,783.3 3,023,325
auw (NN, / 3. NY.) 0.350 0.670 2,058,542
salw (AW, / a3, na.) 0.009 0.014 69,255
salWi (nu. 7 Wu @3.0%.) 0.090 0.172 143,684
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BUNBSIRG (F1WI% / 1 NUA) 209.0 696.0 129,883
aaLﬁuﬁﬁaamsamuﬁ?ﬁﬁuﬂ (R19UN) 5,505,499
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World Metro Database ,amuﬂmdaé?wﬁugﬂuﬁﬂum‘mua'aLLa:Ia?aaﬁﬂﬁmuda &Y.

** ﬁwuamiml%ﬁunwiamm 827N Tito Yepes ( 2005)
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Box2: ananiulylalunisasnusianasguaznmaianzw (PPP)
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